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THE EURO AND YOUR CLIENTS
n January 1,1999, the European Economic and Monetary Union (EMU)
launched the euro. This will have an impact on all U.S. companies—
big and small—that do business in Europe whether they invest direct
ly in Europe or are involved in various investment or export/import activities.
You should be prepared to answer client questions about the potential impact
of the euro on their businesses or investments, for example, “How will the new
currency affect my tax strategies?’’You should also know where to learn more
about euro compliance and reporting issues. The following background infor
mation and guidance should give you a head start.

O

Euroland
The list of participants in the EMU (also known as Euroland) was announced in
May 1998 and includes Austria, Belgium, Finland, France, Germany, Ireland, Italy,
Luxembourg, the Netherlands, Portugal and Spain. In May 1998, the European
Council fixed the exchange rates of the participating countries’ currencies to each
other to help avoid volatility in the currency markets leading up to the launching
of the euro. On January 1, 1999, the national currencies became subunits of the
euro, in the same way cents are subunits of the dollar, and the conversion rates of
the national currencies also have been fixed irrevocably to the euro.
Companies and individuals may now denominate transactions in either euros
or their national currency. Because euro coins and banknotes will not be issued
until 2002, the euro will be used only for noncash transactions such as credit
cards, bank drafts, wire transfers and direct deposits. A concept of “no compul
sion, no prohibition” will apply—businesses can choose either currency for
their transactions. Banks will record drafts and deposits in whatever currency
the customer designates for the account, regardless of the currency in which
the transaction is denominated.
For years beginning after December, 31, 1998, companies may now prepare
their financial statements in either currency; however, some taxing authorities

will not be able to process euro-denominated tax returns
until the year 2002. On January 1, 2002, euro bank notes
and coins will be issued, and, by June 30, 2002, all nation
al currencies will become obsolete and the euro will be
the only currency available for all transactions in the EMU
member countries.

Bigger than Y2K!
The costs of the euro conversion could well exceed the
year 2000 compliance costs—the Y2K issue is primarily
an information technology issue while the euro imple
mentation affects most, if not all, aspects of operations
and it is happening one year earlier. Identifying and
addressing the euro issues in an organization can be a
daunting task. Depending on the size of your clients’
businesses, you should advise that they address the issues
very seriously. It is best that your clients perform the nec
essary due diligence to determine whether they will be
affected by the new currency and how to manage it.
Recommend to your midsize and larger clients, in partic
ular, that they organize a euro steering committee that
has the support of the company’s upper management.
Following are other important issues you and your clients
should consider:
® U.S. companies need to determine their customers’
expectations and gain an understanding of industry
trends in Europe as they relate to the euro. Some
industries will have converted to euro pricing and
invoicing on January 1, 1999. Companies that were
not prepared may lose market share.
® Companies doing business in European currencies will
need flexible accounting systems to handle billing,
receipt and payment functions in both currencies dur
ing the transition period. The systems must be able to
perform the unique euro conversions (triangulation)
and handle currency conversion factors up to six dig
its to comply with the conversion rules set forth by
the EMU and to minimize rounding differences.
® Because the euro is expected to be a stable currency
that represents a region comparable in size to the U.S.,
American companies may find that their European
business partners increasingly expect to denominate

transactions in euros. This will shift the exchange risk
and cost of foreign currency conversions to the U.S.
company.
® The EMU will have an influence on the price struc
tures in many industries. Although cultural and lin
guistic differences will continue to exist, differences in
prices among different countries for virtually identical
merchandise—which are commonplace now—will be
a thing of the past. The price transparency resulting
from the euro coupled with the free flow of informa
tion afforded by technology means that companies
will have to adjust their pricing strategies for the new
Europe.
® The EMU may result in new or stronger competitors in
the European market. The single currency may attract
European companies to new markets, and existing
competitors may take advantage of the many opportu
nities to form strategic alliances and expand their pres
ence in the market. U.S. companies should consider
what impact their competitors’ activity will have on
them and what strategies they should explore to
respond appropriately.
® A U.S. company that relies on European entities for
representation, rather than having a direct presence in
Europe, must determine if its European representatives
are implementing a timely and appropriate euro strat
egy. If the European agents cannot effectively deal
with the demands of the new currency or seize the
opportunities offered by the change, the U.S. compa
ny could lose sales.
® The new currency has legal implications because con
tract terms may call for payment in a legacy (national)
currency after January 1,1999, when that currency no
longer exists. For contracts under the jurisdiction of
the EMU, currency values used in legal documents are
deemed to be replaced by their euro equivalent at the
fixed exchange rate. However, it would be prudent to
review contracts and agreements with legal counsel
and address potential issues as soon as possible.
For most U.S. entities, there should be no income tax
consequences from the euro conversion. However, com
panies with certain straddles or hedges should review the
euro implications from a tax perspective.
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How to find out more
More detailed information on how to prepare for the
euro conversion is available online at the European
Federation of Accountants Web site at www.euro.fee.be.
Also available from the SEC’s Divisions of Corporation
Finance, Market Regulation and Investment Management
is Staff Legal Bulletin no. 6, an outline of the disclosure
obligations related to the euro conversion. Issued in July,
the legal bulletin is available online at www.sec.gov/
rules/othern/slbcim6.htm. The FASB’s Emerging
Issues Task Force (EITF) issued its own staff advisory in
November on the technical issues related to the euro,
such as preparing comparative financial statements for
periods prior to its introduction. For a copy of the EITF
staff bulletin, call John Richter, project administrative
coordinator, at 203-847-0700 (ext. 306).

—By Anette W. Estrada, CPA, senior associate at BD0
Seidman, LLP in Grand Rapids, Michigan. E-mail:
AESTRADA@BDO.com✓

SOFT-DOLLAR PRACTICES OF
BROKER-DEALERS, INVESTMENT
ADVISERS AND MUTUAL FUNDS
he SEC’s Office of Compliance, Inspections and
Examinations released a 58-page report on
September 28, 1998, that defines soft-dollar prac
tices and provides recommendations to ensure financial
advisers are complying with federal law. Here is a brief
summary of the report.

T

Soft-dollar practices
Research is the foundation of the money management indus
try. Providing research is one important, long-standing ser
vice of the brokerage business. Soft-dollar arrangements
have developed as a link between the brokerage industry’s
supply of research and money managers’ industry’s demand
for research.
Broker-dealers typically provide bundled services includ
ing research and the execution of transactions. The research
provided can be either proprietary (created and provided by
the broker-dealer, including tangible research products as
well as access to analysts and traders) or third-party (created
by a third party but provided by the broker-dealer). Because
commissions pay for bundled services, the money allocated
to pay for the research component is known as soft dollars.
The total value of third-party research purchased annually
THE PRACTICING CPA, JANUARY 1999

with soft dollars is estimated to exceed $ 1 billion.
Under traditional fiduciary principles, a fiduciary cannot
use assets entrusted by clients to benefit itself. The SEC rec
ognizes that when an adviser uses client commissions to buy
research from a broker-dealer, it receives a benefit because it
no longer has to produce or pay for the research itself.
Advisers involved in soft-money transactions, therefore, face
a conflict of interest between their need to obtain the
research and their clients’ interest in paying the lowest com
mission rate possible to execute a transaction. This conflict
is particularly acute when an adviser “pays up” or receives
executions at below-market prices in such transactions.
Because of the inherent conflict of interest that exists
when an investment adviser receives research, products or
other services as a result of investments made on behalf of
clients, the SEC requires advisers to disclose to clients all
soft-dollar arrangements.

Under the magnifying glass
An inspection sweep by the SEC of soft-dollar transactions
revealed that almost all advisers obtain products and ser
vices from broker-dealers—in addition to the transaction
execution itself—and that most fall within the definition of
research. This means the services and products provide law
ful and appropriate assistance to the adviser in the perfor
mance of its investment-decision-making responsibilities
within the safe harbor of section 28 (e) of the Securities and
Exchange Act.
Although receipt of nonresearch or nonbrokerage prod
ucts for soft dollars can be lawful if adequate disclosure has
been made, the sweep inspections revealed that virtually all
the advisers who received nonresearch products and ser
vices failed to provide their clients with meaningful disclo
sure of such practices.
Advisers were able to use soft dollars to pay for, among
other things, office rent and equipment, cellular phone ser
vices, personal expenses, employee salaries, advisory client
referrals, marketing expenses, legal expenses, hotel and
rental car costs and installing a phone system.
Nearly all advisers made some form of disclosure to
clients regarding their brokerage and soft-dollar practices.
Most advisers, however, used boilerplate language to dis
close that the research, products and services they
received were a consideration in selecting brokers. The
sweep inspection found that only half of the advisers
examined provided their clients with enough detail to
understand the soft-dollar practices.

Recommendations
The inspection report recommended that the SEC
● Publish the report to highlight the scope of the safe har
bor requirements and to emphasize the obligations of
broker-dealers, investment advisers and investment com
panies that participate in soft-dollar arrangements.
continued on page 4
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continued from page 3

● Adopt recordkeeping requirements that would provide
greater accountability for soft-dollar transactions and allo
cations. Better recordkeeping would enable advisers to
more easily assure compliance and SEC examiners to
more readily ascertain the existence and nature of softdollar arrangements when conducting inspections.
● Modify SEC form ADV to require more meaningful disclo
sure by advisers and more detailed disclosure about prod
ucts received but not used in the investment-decision
making process.
● Encourage advisers and broker-dealers to strengthen
their internal control procedures regarding soft-dollar
activities. Advisers and broker-dealers should review and
consider the controls described in this report.
A copy of the full report is available on the SEC’s Web
site at www.sec.gov/news/studies/softdlr. ✓

MARKETING: PUBLISHING IN
FIVE EASY STEPS

● The Benefits of a Roth IRA.
© Six Questions You Should Answer Before Choosing a
Roth IRA.
When looking for new story ideas, consider what your
clients said to you. They didn’t use abstract concepts; they
asked you to solve a concrete problem. So, make sure
your article is written in plain English, addresses a real
problem and offers a pragmatic solution.

Findbest publication to reach
the
new clients
To find out what your clients read, ask them. You can also
take a look around their offices. Many business owners feel
it is important to read regional business journals and the
business section of the local newspaper. They probably also
read industry or “trade” magazines, such as Arkansas
Farmer and Aesthetic Surgery Journal.
But even hotshots read about more than business.
Investigate city or state magazines. Consider other con
sumer publications and newsletters issued by social groups
such as Kiwanis or Rotary clubs. Also consider publishing
short articles in college alumni association publications and
online magazines. To get the names and addresses of pub
lishers, look in Writer’s Market, published by Writer’s Digest
Books in Cincinnati, Ohio.

ne of the best ways to market your firm is by pub
lishing articles in trade or consumer publications
and local newspapers or magazines. Haven’t you
read an interesting health-care article and wanted to per
sonally consult the doctor who wrote it? Well, there are
Build a relationship with the editor
plenty of potential clients out there who are waiting for
information on how they can enhance their businesses. If
Be aware of what the editor needs before you approach him
you publish an article on tax season planning, for exam
or her. Read several issues from cover to cover, noting titles
ple, it may be of considerable interest to the audience you
and sidebar material and article length and style. Are the arti
want to reach. Some readers will call you for more infor
cles written by staff or outside authors (Writer's Market
mation about the topic. This kind of exposure could lead
includes this information under each publication)? Does the
to new clients.
publication have a column for letters to the editor?
Publishing such an article may not be as difficult as you
Next, call the editor, unless he or she works for a popular
imagine. Just follow these five easy steps, and you’ll succeed
consumer magazine or the listing in Writer’s Market says “no
in seeing your name in print.
calls.” If that is the case, write a letter instead. If you do call,
first ask if it is a good time to talk—an editor on deadline will
not have time to consider your submission. Propose your
idea and tell the editor that you are willing to work with him
Find an interesting topic
or her to refine it. Be sure you write down the important
information so that you can follow up with a letter that con
What could I write that will inform the general public?
firms the conversation and your article’s due date.
The answer is as close as your last client consultation.
What problems was your client grappling with? Which
ones come up over and over again? For example, how
The Subject Index Is Now Online
many of your clients continue to ask you about Roth IRAs?
Your article could simply explain how to solve a common
There were seven issues of The Practicing CPA in
conversion problem. Following are some suggestions for
1998: January, February/March, April/May, June/July,
articles you may want to write. Instead of the Roth IRA,
September/October, November and December. There
you could talk about retirement planning or the tax con
was no August issue. A subject index of all 1998 sto
sequences of divorce.
ries is now available online atwww.aicpa.org/pcps.
● Ten Traps for the Unwary in Roth IRA Conversions.

O
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MANAGING LIABILITY RISKS: CLIENT ACCEPTANCE
AND RETENTION FOR PUBLIC AUDITS
CPAs are aware that publicly traded companies and their auditors are regulated by
the SEC.They also know that securities lawsuits are sometimes filed by sharehold
ers and third parties against the company and the CPA. Careful client acceptance
and engagement continuance practices can help firms both manage related liabili
ty risks and control malpractice insurance costs.

Risks associated with financial performance problems
Based on claims registered with the AICPA Professional Liability Insurance
Program, there is a distinct profile of public company clients that present a
heightened potential of liability risk to CPA firms.The risk of lawsuits by persons
holding ownership interests in client companies or by lenders is heightened
when the client company reports operating results that do not meet the expec
tations of shareholders or when the company fails as a result of poor financial
health. Following are examples of financial risk factors that should be carefully
evaluated as part of a CPA firm’s client and engagement acceptance and contin
uance procedures for public companies:
Operating results. Entities that have been marginally profitable or in a loss
position for a period of time (generally two years or more) expose the CPA to
even more liability risk. The scrutiny of shareholders and other stakeholders
increases as operating results deteriorate. Unfulfilled forecasts and expectations
typically lead to claims of misleading communications and deficient financial
reporting and disclosures.
Financial condition and cash flows. Entities with significant negative cash
flows and liquidity constraints, negative retained earnings and onerous debt or
other contract covenants warrant particular attention and evaluation. Such red flags
signal increased risks.
Uncertainties and contingencies. Entities facing significant uncertainties and
contingencies—reduced markets for existing products, pending litigation, potential
significant year 2000 expenditures—warrant close evaluation. Shareholder and
lender lawsuits alleging financial reporting or disclosure deficiencies typically name
external auditors as defendants.

Risks associated with changes in auditors

AICPA

While public companies often seek new auditors due to price or service issues, a
company may choose to change auditors because the company disagrees with the

auditor regarding matters of accounting principles or prac
tices, financial statement disclosure or auditing scope and
procedure. Prior disagreements may be disclosed in the
form 8-K filing submitted to the SEC. In addition to contact
ing the predecessor auditor prior to accepting a public com
pany audit engagement (as required by SAS no. 84), CPAs
should evaluate prior filings with the SEC and give special
scrutiny to potential new clients who have changed auditors
more than once in the past five years.

Continental Casualty Company, one of the CNA insurance
companies, is the underwriter of the AICPA Professional
Liability Insurance Program. CNA is a registered service
mark and trade name of CNA Financial Corporation.
Copyright © 1999, Continental Casualty Company. All
rights reserved.

Corrected or withdrawn financial statements

Y2K LOSS-PREVENTION RESOURCES

Financial statements may previously have been corrected or
withdrawn for various reasons. For example, if the company
issued corrected statements, it could be an indication of a
lack of adequate internal controls, accounting procedures, or
qualified accounting personnel. It also could be an indica
tion of possible fraud. Similarly, if a prior auditor corrected
and reissued a report, this may have been done in response
to the receipt of new information previously withheld by
the company or in response to a disagreement with the
company regarding an accounting issue that could have a
material effect on the company’s financial results.

Mergers and acquisitions
Prospective new clients should receive special scrutiny if
the company experienced a recent merger or acquisition or
has announced a proposed merger or acquisition. A number
of high-profile shareholder lawsuits have been filed that seek
recovery of losses allegedly incurred as a result of manipula
tion of financial data by insiders at companies being merged
or acquired. While such lawsuits initially name company
directors and officers, CPA firms that have performed audits
for such firms are often added as defendants.
These are just a few examples of liability risk factors to
consider in the acceptance and continuance of public com
pany audit clients. These factors are important to profes
sional liability insurers as well as to the CPA firms that audit
public companies. Most such insurers require CPA firms to
identify each public company audited in their insurance
applications. Risk factors such as the ones listed above are
evaluated by professional liability insurance underwriters
when pricing and other terms are determined. Accordingly,
CPA firms should consider consulting with their profession
al liability insurance representative regarding the potential
impact of performing audits for publicly traded companies.
—By John McFadden, CPA, CFE, and Joseph Wolfe,
Director of Risk Management, CNA Pro, CNA Plaza, 36
South, Chicago, Illinois, 60685. ✓

This article should not be construed as legal advice or a
legal opinion on any factual situation.

As the year 2000 approaches, the need for consistent Y2K risk
management is steadily growing. Whether it is through
increased selectivity when adding new clients, greater care in
performing volatile services or improving the language of
engagement letters, CPAs are faced with a variety of Y2Krelated challenges. By staying informed about the issues relat
ed to their firms’ areas of practice, CPAs can better protect
themselves from the unfamiliar areas of liability associated
with this high-risk event. Due to the need for CPAs to be con
versant with Y2K issues, the AICPA Professional Liability
Insurance Program provides readily available risk-manage
ment guidance and information. To keep current on this crit
ical issue, CPAs can reference:
● The Risk Management Resource.This includes the AICPA
Professional Liability Program’s latest Y2K articles to assist
CPAs with related issues.
© www.cpai.com. The AICPA Insurance Program’s Web
site, it features an ongoing reference to Y2K-specific risk
management information.
● CNA Pro Risk Alert Hotline. Program members can dis
cuss Y2K-specific professional liability issues with risk
management specialists by calling the toll-free hotline at
800-262-8060 (option 4).
● Highly trained claims unit. A team of claims represen
tatives, highly trained in accountants’ claims, with special
training in the specific problems presented by Y2K
claims, will oversee the resolution of all covered accoun
tants’ Y2K-related claims, ensuring the consistent imple
mentation of successful defense strategies.
● Y2K Risk Management Alerts. Loss prevention notices
are periodically distributed to those insured, alerting them
toY2K-specific topics.
The AICPA Professional Liability Insurance Program is com
mitted to serving CPAs, and its message is simple: Y2K-related
claims are not specifically excluded by endorsement under
the AICPA liability program policies. Many other programs and
insurers do not take a similar approach; therefore, CPAs must
carefully review their current professional liability plans
regarding coverage* for this critical risk.

* Coverage for any claim is dependent upon the specific
facts and allegations of the claim and is governed by the
terms, conditions and exclusions of the policy.

The Professional Liability Insurance Plan Committee objective is to assure the availability of professional liability insurance at reasonable rates for local firms,
and to assist them in controlling risk through education. For information about the AICPA plan, call the national administrator, AON Insurance Services, at

800-221-3023, Leonard Green, AICPA, at 201-938-3705 or visit the AICPA Insurance Programs Web site at www.cpai.com.
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THE Y2K ISSUE AND ELECTRONIC
DATA INTERCHANGE
With increasing frequency, businesses and other organi
zations are using computer-based electronic data inter
change (EDI) techniques to exchange data and execute
transactions with customers, vendors, suppliers, govern
ment agencies and other parties. Although these links
offer a variety of operational efficiencies, they may also
permit easy infiltration of “bad data” from outside
sources.
This inherent problem raises a concern about whether
these EDI procedures will withstand potential Y2K prob
lems. Will the organizations that use them continue to
operate in the year 2000 as efficiently and effectively as
they do today? Or, willY2K bring these data and EDI pro
cedures to a grinding halt as is predicted for other com
puter applications?
CPAs need to bring these concerns to their clients’
attention and recommend that they explore the conse
quences if EDI interfaces are interrupted or fail to func
tion due to Y2K. Further, clients need to develop, test and
implement remediation activities without delay. Many
businesses, particularly large, multinational companies,
already have addressed this issue and some already are
Y2K compliant. But what about the small and medium
size organizations? Even though their resources may be
limited by comparison, the need to address this matter is
just as critical since the consequences could be as dev
astating for the small company as for the large organiza
tion.
Client organizations may remediate their internal Y2K
problems, but that is not the end of the Y2K process.The
systems used by customers, vendors, suppliers and all
other parties using EDI with the company need to be
tested for Y2K compliance. For example, suppose client
company XYZ is dependent on supplier A for product
no. 1. Further, assume supplier A is dependent on suppli
er B for component no. 1-1 of product no. 1 and suppli
er C for component no. 1-2 of product no. 1, and so on.
It is easy to see how complicated and far-reaching the
dependencies could become. If contaminated data
regarding the components of product no. 1 is transferred
to client company XYZ, its previous remediation efforts
and solutions still would not prevent the compilation of
defective data, which could adversely affect the manu
facturing of the company’s product. So what does client
company XYZ need to do?
In addition to addressing its own in-house systems,
XYZ also must investigate what its suppliers and others
in the supply chain are doing. Whenever possible, writ
ten inquiries should be sent, and written responses
should be required.
As suppliers indicate they are in compliance, company
XYZ needs to test for compliance and compatibility with
its own systems. Some suppliers will procrastinate when
THE RISK MANAGEMENT RESOURCE, JANUARY 1999

responding to inquiries or provide incomplete respons
es. If client company XYZ cannot reasonably or timely
determine that a supplier in the chain will be Y2K-compliant prior to year 2000, alternatives must be consid
ered. Perhaps this is a key supplier and substitute
providers are not available. Direct assistance to the sup
plier to become Y2K-compliant may be the best solution.
Alternatively, perhaps other suppliers who can assure
Y2K compliance are available, and doing future business
with them is the best answer.
In any case, EDI interfaces should be tested in opera
tion for Y2K compliance on an ongoing basis, and the
client company must maintain current data on the status
of compliance efforts by suppliers and others using EDI
with the firm.
Similar concerns exist with respect to a CPA firm’s
internal administrative operations and the firm’s ability
to provide client service. Many CPAs are routinely using
EDI to provide services such as auditing, financial state
ment compilations and reviews, personal financial plan
ning, tax consulting and other business consulting ser
vices.
A typical professional service engagement with a small
business may provide for the client to electronically
transmit its general ledger and other financial data to the
CPA firm and for the CPA to then use this information to
compile financial analyses and statements or prepare
income or other tax returns. The use of EDI has become
an integral part of professional service engagements. Its
future use is without limits as PC- and Internet-based
technologies continue to become imbedded in the infra
structure of day-to-day business activities.
CPAs need to take steps similar to those described
above for client companies. Firms cannot afford to risk
their clients’, or their own, future success and viability.
Now is the time for action; do not hazard your future by
procrastinating.

—By John McFadden, CPA, CFE, and Joseph Wolfe,
Director of Risk Management, CNA Pro, CNA Plaza, 36
South, Chicago, Illinois 60685.
This article should not be construed as legal advice
or a legal opinion on any factual situation. Its contents
are intended only for general information purposes.
Further, CNA does not recommend or endorse any par
ticular approach or solution to the year 2000 issue.

Continental Casualty Company, one of the CNA
insurance companies, is the underwriter of the AICPA
Professional Liability Insurance Program. CNA is a reg
istered service mark and trade name of CNA Financial
Corporation.
Copyright © 1998, member companies of CNA. All
rights reserved.
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THE CHARGE (OR DEBIT) TO SOLVE
SMALL-CLIENT FEE PROBLEMS
Dedicated CPAs sometimes solve problems first and collect
later. Many professionals suggest the use of retainers,
progress billings and promptly presented final bills as
proven strategies for collection. In large and continuing
accounts, these strategies are solid performers. But what
about the high-volume form 1040 practice? These returns
are commodities and often are priced like consumer goods.
And this work may never foster CPA/client contact—the
clients may not meet personally with the CPA every year,
may never physically visit the CPAs office and may never
develop a personal relationship with the service provider.
They also may not pay.
If the strategy of collecting payment at the time the return
is delivered doesn’t work, some CPAs ask for a promissory
note or other acknowledgment of the client’s debt; the
money, however, is still not in the CPA’s possession.
Withholding client records for payment is a violation of pro
fessional ethics, and holding the client tax return through
the filing deadline, practically speaking, almost assures that
the CPA will face a tough battle getting paid as well as a
potential lawsuit.
In most situations, the CPA releases the tax return, the
client files timely, and the CPA bills timely. Sometimes the
client fails to pay. Phone calls go unreturned and letters and
bills generate no response.The CPA then faces choices such
as using a collection agency, hiring an attorney to attempt
collection, pursuing the case personally in a small-claims
court venue or just writing off the account.
Collection agencies often charge an up-front fee to handle
small service collections and typically keep at least a third
of what they collect. For example, one CPA who was trying
to collect a tax return debt of $1,000 had to pay the col
lection agency $75 to take the file. The collection agency
charged one-third of the collected amount for its services.
Because the agency could only collect $225, the CPA’s net
earning was $75.
Filing a suit against a client is one of the most certain
roads to a malpractice claim. In many cases, clients involved
in suits for fees defend the case by simply alleging malprac
tice by the CPA. A suit for fees is generally not an econom
ic winner for the CPA. Court filing fees are often not recov
erable. Courts often order mediation which adds time and
costs to small disputes, and law fees can eat up a third or
more of any funds actually received. In a small claims case,
the CPA could easily spend $300 to $500 or more in filing
fees, service of process and mediation in merely the pursuit
of a judgment against the nonpaying client. Even if the CPA
is successful in navigating the judicial maze, some reports
have suggested that the collection rate on civil judgments is
only 10%. Combining the threat of a malpractice counter
claim, high costs, lengthy proceedings and poor collection
percentages, lawsuits don’t usually offer a great avenue to

RMR-4

collect the small-client receivable.
A growing number of CPAs have elected to accept credit
or debit cards. The client’s account number is obtained at
acceptance of the engagement. The CPA sends the client a
statement and charges the customer’s account. Collection
of funds is immediate for the CPA, less a credit card dis
count. Discount rates vary from as little as 1.5% to more
than 5% depending on the region of the country, volume
and equipment used to process the charge.
CPAs skeptical of client perceptions should consider that
many other consumer service providers are now using
credit or debit cards including utilities, Internet service
providers and physicians. Often, the discount rate on credit
cards pales in comparison to the cost of billing, repeat
billing, other forms of collection attempts and write-offs.
For many practices, accepting credit or debit cards has
become common.
—By Steven Platau, J.D., CPA, Chair, Faculty of
Accounting, University of Tampa, 401 W Kennedy Blvd,
Faculty Box 127-F, Tampa, Florida 33606-1490. Phone:
813-839-4699. AICPA Professional Liability Insurance
Program Risk Management Seminar Speaker. ✓

AICPA INSURANCE PROGRAMS
WEB SITE UPDATE
Look for new information and service enhancements on
the AICPA Insurance Programs Web site, www.cpai.com,
including:
Insurance Advisor. Features information and guidance
for making insurance-related decisions at work and at
home.
Year 2000 Risk Management Area. Provides a regu
larly updated list of articles to help keep CPAs current on
this critical issue.
Online Quote Requests. CPA Value Plan, auto, home
owners and personal liability premium quotes can now be
requested online.
More Applications. CPA Value Plan, Personal Liability,
Long-Term Disability and Flexible Life Plan applications
can be completed online or printed out for convenience.
Self-Study Risk Management Course. Order this new
self-study course online with a credit card any time of day
or night! S
AON Insurance Services is a division of Affinity
Insurance Services, Inc.; in CA, MN, & OK, it is a division
ofAIS Affinity Insurance Agency, Inc.; and in NH & NY, it
is a division ofAIS Affinity Insurance Agency.
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4 Write
the
article
Now it is time to do the real work of publishing—that is,
writing the article. Put yourself in the readers’ place—
answer their questions and solve their problems. Include
real-life case studies when possible. Don’t get stuck on
words—the editor will help you if you have difficulty writ
ing in the publication’s style. The only unbreakable rule is
to meet your deadline.
Always use your word processor’s spellchecker. Follow
that up with another edit for content and grammar—
sometimes spellcheck programs correct words that do not
need correcting. Let it sit for at least 24 hours; then
rewrite, cutting where necessary to ensure the article
maintained its focus. Remember, even professional writ
ers go through several drafts with their editors before an
article is final.

5 Reap the harvest—time and time again
There is more you can do with your article, even after it
has been published. Have at least five hundred copies of
the printed article made with the name of the publication
prominently displayed. Sometimes publishers will do this
for you. Send one copy to every client or fold it in your
client newsletter. Mail it with your photo and a press
release to your local newspaper and alumni magazine. Put
a stack on the table in your waiting room. And include a
copy when you send pre-conference literature to new
clients.
You also can enclose a copy in letters or distribute them
at meetings and conferences. Another possibility is send
ing copies to magazines that reprint articles. You can thus
harvest even more benefits without further toil!

—By Priscilla Richardson, business communications
consultant, P.O. Box 275, Cloverdale, Virginia 24077.
Phone:540-992-1279, e-mail:Wrisuccess@aol.com. ✓

FINANCIAL PLANNING: MANAGING
CLIENT EXPECTATIONS
n the last five years, a lot of new players in the stock
market reaped the rewards of high returns, whether
they invested in individual stocks, mutual funds or
U.S. Treasury bonds. Until last fall, many of these green,
bull-market investors were familiar only with a stock
index that seemed to defy the laws of gravity. However,
over the last five months the market has shown its other,
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Welcome to Incoming Committee Members
In December, The Practicing CPA thanked practition
ers who are volunteering their time to help guide
PCPS committees. There were, however, some notable
omissions. They include

PCPS management of an accounting practice committee
Jon Meyer, Jones, Nale & Mattingly, PLC,
Louisville, KY

PCPS small firm advocacy committee
Richard R. Cox, Richard R. Cox, CPA, PA,
Greenville, NC
William S. Duvall, Duvall,Wheeler & Company,
CPAs, PC, Manassas, VA
more mercurial self, leaving the less-experienced investor
disillusioned and confused.
Bear markets happen. In fact, the stock market general
ly has lost approximately 20% or more every three years.
Clients who are not familiar with the many facets of the
investment game may need to know more about how
market declines can affect their investment portfolios.

Take comfort in history
The stock market crashed several times before—notably
in 1929, in 1973-74 and in 1987. Each time the market
rebounded and went on to new highs. It may take
months or years for the stock market to recoup set
backs—16 years after the 1929 crash, as opposed to just
23 months after the 1987 crash—but patient investors
always come out ahead.
If clients do not need their money now, there is no rea
son for them to panic during a decline. They should avoid
ill-considered moves that might cost money. For example,
mutual fund investors that cash out abruptly will have to
pay hefty capital gains taxes. Encourage clients to consid
er exchanging shares from one fund for another fund in
the same group. This will help simplify recordkeeping
because the sale of old shares and the purchase of new
shares will be reflected on the same statement.
More information for your clients is available in Bear
Essentials: What to Do During Market Declines, a
brochure published by the Forum for Investor Advice.
The brochure includes important historical information
that puts market ups and downs into perspective. It also
gives tips on staying cool during market lows and how to
make time an investor ally.
The brochure is available for $1.50 each in bundles of 50
with a minimum order of 50. Order by phone by calling
800-200-1819 or online at www.investoradvice.org. ✓

5

Your Voice in Washington

AICPA Social Security study gives lawmakers
the facts
Social Security reform will be a hot topic in the 106th
Congress, and the debate is expected to be complex and
contentious. In an effort to aid legislators in that debate,
the AICPA last month released a comprehensive, nonparti
san analysis of the major options to reform Social Security.
The study, Understanding Social Security: The Issues
and Alternatives, examines the likely effects of reform on
all segments of the population and provides lawmakers
with the facts they need to tackle reform. Lawmakers
and the public were strongly urged by the AICPA to devel
op a clear understanding of the implications of each
reform option before starting to change the system.
Highlighted in the study were the following facts:
© Social Security keeps the majority of Americans over 65
out of poverty. It accounts for more than 75% of total
income at retirement for 40% of America’s elderly.
© About 90% of current retirees receive only $750 per
month, on average, from Social Security. Future
retirees will likely receive even less.
● Serious pockets of poverty still exist for the elderly;
therefore, there is a corresponding reliance on Social
Security income. Older women are twice as likely to
be in poverty as older men. The poverty rate among
the elderly hovers at approximately 25% for African
and Hispanic Americans—about two and a half times
the rate for white Americans.
● The number of workers to every one beneficiary con
tinues to decline. In I960, the worker-to-beneficiary
ratio was 8.6 to 1, currently it is 3 3 to 1 and it is pro
jected to be 2.2 to 1 by 2025.
The study was released at a press conference in
Washington, D.C., on the eve of the White House Summit
on Social Security, in which an AICPA representative par
ticipated. The press conference was broadcast live on CSPAN and broadly covered by the wire services.
The study takes an in-depth look at the current financial
condition of Social Security and relates it to poverty, indi
vidual fairness (in terms of benefits and investments), the
economy, the stock market and six reform options.
Understanding Social Security: The Issues and
Alternatives can be found on the AICPA’s Web site at
www.aicpa.org/members/socsec.htm or can be
ordered from the AICPA member satisfaction center by
calling 888-777-7077 (product no. 061059CLD1). The
study is $9.95 for members, $12.45 for nonmembers. ✓
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AICPA CONFERENCE CALENDAR
Value-Added Auditing Conference
February 10-12—Caesars Palace, Las Vegas, NV
Recommended CPE credit: 19 hours
Get updates on the S.M.A.R.T. Auditing Approach, the
IDEA risk minimization strategy and computer-assisted
audit tools.

Understanding and Implementing FASB 133—A
Comprehensive Course for Bankers and CPAs
April 15-16—Grand Hyatt, Washington, D.C.
Recommended CPE credit: 16 hours
Learn how to implement FASB Statement no. 133,
Accounting for Derivative Instruments and Hedging
Activities, and manage the transition process.

Computer & Technology Conference
April 25—28—Adams Mark, Denver, CO
Recommended CPE credit: 24-26 hours
Hear about e-business, Netware 5.0, Windows 98,
Office 2000, Front Page and online technology.
Tax Strategies for the High-Income Individual
April 29-30—Caesars Palace, Las Vegas, NV
Recommended CPE credit: 16 hours
Learn about the latest in retirement planning, elder
care, wealth planning, compensation planning, charita
ble giving and succession planning.
Employee Benefit Plans
May 3-5—Pointe Hilton on South Mountain, Phoenix,AZ
Recommended CPE credit: 16 hours
Get an update on new employee benefit legislation
and how it will affect your firm and client. Q&A
roundtables will address your specific needs.

Medical and Legal Practice Consulting Conference
May 17—18—Westin Michigan Avenue, Chicago, IL
Recommended CPE credit: 16 hours
Learn how to enhance your professional practice
niche. Hear about the latest consulting opportunities.
Practitioners Symposium
May 23-26—Pointe Hilton at South Mountain, Phoenix,AZ
Recommended CPE credit: 29 hours
Share ideas, build networks and enjoy Phoenix. Learn
a new set of practice management strategies. Hear
about specialty areas and practice niches that can gen
erate new business. Discover where the profession is
heading and formulate a plan for success.

To register or for more information, contact AICPA
conference registration at 888-777-7077.
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BizSites

PCPS
UPDATE

Useful Web sites for the
practicing CPA

Broadcast faxes
In late November, PCPS distributed a “directconnect”
broadcast fax regarding new federal legislation on Y2K
compliance disclosure. Member firms needed to receive
this information fast if they wanted to take action before
the December 3,1999, deadline.
PCPS will continue using directconnect faxes to inform
member firms of critical information or events. If your
firm did not receive the Y2K e-mail on November 24 (at
approximately 2:00pm EST) but wishes to receive future
directconnect faxes, please call 800-CPA-FIRM, or fax us
at 800-329-1112 to confirm your contact information. If
your firm does not wish to receive these faxes, please call
the above number and let us know.

New peer review brochure
Accessing the PCPS public file and using the peer review
report can give your firm a competitive advantage when
engaging bankers and attorneys or reaching out to
prospective new clients.
PCPS has just published another peer review tool to
help your firm stay on top of the competition. What Is
Peer Review? is an informative new brochure developed
by the PCPS special task force on adding value to peer
review. The brochure provides readers with a quick edu
cation about the peer review process and tips on under
standing a firm’s report. You can send it to your clients
and key contacts and make it an integral part of your pro
posals and reference materials.
Start leveraging the power of your firm’s public file. To
order the brochure, simply call 800-CPA-FIRM.

Success studies gearing up in 1999
Blueprints for Success is a practice management research
initiative being conducted by the PCPS management of
an accounting practice (MAP) committee. The commit
tee has commissioned studies designed to identify best
practices firms that exhibit a proven record of success in
three key practice areas:
® New service development.
® New relationships (alliances, mergers and acquisitions).
® Motivating and retaining high-quality personnel.
Do you think your firm might qualify as a best-practices
firm? Perhaps you know of a firm with an outstanding
record in these areas? Nominate them for inclusion in our
study. To receive an information and nomination kit,
please call 800-CPA-FIRM or visit our Web site at
www.aicpa.org/pcps.htm.

Coke or Pepsi? The Dodgers or the Yankees? Navigator
or Internet Explorer (IE)? Web browsers have joined the
list of the great dilemmas. However, for the casual user
who visits the IRS, FASB and ESPN, the two browsers are
virtually identical. Both are available for free down
loads. Both allow you to send e-mail, visit newsgroups
and view Web sites.
Each also comes with similar extras. Netscape
(www.netscape.com) comes in a suite called
Communicator, which contains the Navigator browser, a
newsgroup reader and a basic Web design tool. Explorer
(www.microsoft.com) also has many of the same extras
bundled with it, plus an e-mail program called Outlook
Express. Although simple to use, setting up Outlook
Express the first time with some Internet service
providers (ISPs), like CompuServe, can be difficult.
The indecisive can download both onto their machines,
although some users reported problems if both browsers
are running simultaneously. Each browser keeps track of
frequently visited sites (“bookmarks” in Navigator,
“favorites” in IE), but in separate databases. Netscape will
not access an IE bookmark and vice-versa.
If you want objective information on each browser, go
to www.browserwars.com. This site, sponsored by
technology publisher Ziff-Davis and CompuServe, posts
information on both browsers, including helpful hints
on their use.

Downloading tips
It can take about three hours to download either one.
Netscape offers a small, free utility program called
SmartDownload, which allows you to easily work on
other projects while the download proceeds and resume
where you left off if you’re accidentally disconnected. It’s
easier to work from a CD-ROM, which you can order from
Microsoft or Netscape for $10 or less. Often, one or both
browsers come free with a new computer or bundled
with other software or may be mailed to you free on a CDROM as part of a promotion.
Note also that AOL and CompuServe may come with
their own proprietary browsers installed. However, nei
ther of these offer the flexibility of Navigator or IE, so your
first step should be loading IE or Netscape and picking
one as the default.

—Written by Richard Koreto, Senior News Editor,
Journal of Accountancy.

continued on page 8
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America's MAP leadership meets
The 1999 meeting for State Society and Association
Practice Management Leaders and Staff is scheduled for
May 6 and 7, 1999, in San Antonio, Texas. This meeting,
developed by the MAP committee, brings together the
prime movers in the unique and rapidly changing area of
CPA firm management.
Association and state society volunteers and staff share
ideas, are exposed to innovative concepts from leading
edge presenters and leave with implementation tools and
resources to help build MAP programs that help firms
increase performance.
The 1999 theme is Windows of Opportunity. Please don’t
wait to sign up—your window of opportunity to attend this
terrific program is closing fast. Call 800-CPA-FIRM to
receive a brochure and registration information

PCPS goes global
The PCPS special task force on international activities
recently concluded its mission of identifying and assess
ing ways PCPS can facilitate international opportunities
for its member firms. The task force, led by former PCPS

chair W. Thomas Cooper, Jr., of Potter & Company/Moore
Stevens in Louisville, Kentucky, focused on the needs of
small and midsize firms that are just beginning to
explore international services. The task force wants
such firms to have more international information and
resources at their fingertips so they can take advantage
of international practice development opportunities for
new or existing clients.
The task force is recommending the development of a
Web-based information center for PCPS firms that would
include how-to tips, case studies, profiles of international
accounting and consulting markets and a database of
international resources.
If you are a PCPS firm with ideas for this Web-based
information center, contact PCPS via e-mail at
PCPS@aicpa.org or send us a fax at 800-329-1112. ✓

PCPS/The AICPA Alliance for CPA Firms committee
members and staff would like to wish our members
and the profession a very prosperous 1999. We are
looking forward to helping local firms achieve
greater success now and in the next millennium.

ADDRESS SERVICE REQUESTED
Harborside Financial Center
201 Plaza Three
Jersey City, N.J. 07311-3881
(201) 938-3005
Fax (201) 938-3404
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